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1997 AICPA Fall National
Industry Conference in Phoenix
Mark your calendars! The 1997 AICPA Fall
National Industry Conference is being held
on Oct. 23-25, 1997, at the Pointe Hilton
Resort at Squaw Peak in Phoenix.
The Fall National Industry Conference
offers up to 21 hours of CPE credits. You’ll
receive the highest quality technical training
and get an insider’s peek at industry trends.
It’s a dynamic program that industry profes
sionals have come to depend on for gaining
valuable insight from a myriad of experts.
On Oct 22, you have the option of taking
one of two add-on sessions. In Jumpstarting
Financial Function Change, you can learn how
to transform your finance function for the chal
lenges of the 21st century. And in Cost
Management, you can learn how to make cost
management benefit your customers, your profits
and your company.
More on the 1997 AICPA Fall National
Industry Conference:
• Lou Grabowsky, CFO and Executive VP of
Zale Corporation, will give the keynote
address, Transforming Finance: The
Changing Role of the Finance Professional.
The keynote address will explore how Zale
Corporation will define the strategic role
finance is to play during the growth phase of
the corporation.
•Economic Forecasting Before the Next
Millennium advises you on what you need to
know to ensure financial security in the new
century. Dr. Donald Ratajckak, economist,
offers his input on where interest rates will
go, the next recession, and dealing with
future inflation problems.
• Randy Johnson, K-2 Enterprises, Inc., dis
cusses the latest developments in technology
including the latest breakthroughs on the
Internet and Windows NT.

• Lawrence B. Serven, Deloitte & Touche
Consulting Group, speaks on Results Driven
Planning. His expert coverage of this topic
will include methods for creating meaningful
business plans that drive results, dealing
with the fundamental issues that lead to suc
cess and how your planning affects Wall
Street and shareholder value.
•In his presentation Overhead Can Kill You,
Dennis Nemura, CEO, Seco Products, will dis
cuss creating a process to reduce overhead and
other costs, how to target costs at target prices
and strategies to realign your product mix.
•At the Friday luncheon sponsored by
Controller Magazine and Hyperion
Software, the Controller Magazine and
Hyperion Software Vision Awards for Excel
lence in Business Performance Reporting will
be announced.
The morning Industry Breakfasts continue to
be a great way to start the day by networking with
colleagues from your industry niche.
The Thursday night reception’s theme
this year recreates all the warmth of a
Mexican Village filled with piñatas and the
lively music of a Mariachi trio. Enjoy your
favorite beverage and a sumptuous buffet
while the DJ has you dancing to the greatest
hits of today and yesterday.
You and your guests can enjoy all that
Phoenix has to offer by taking advantage of
Guest Tours and a Golf Tournament at the
Pointe Golf Club.
The registration fee for the 1997 AICPA
Fall National Industry Conference is $650 and
$295 for the add-on sessions. Earlybird,
group, and combination discounts are avail
able. For a brochure and more information on
the conference and registration, call toll free
800/862-4272.
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MEASURING AND MANAGING SHAREHOLDER-VALUE CREATION—NEW GUIDELINE RELEASED
Corporate executives are under increasing pressure to demon
strate that they are creating shareholder value. This pressure has
led to an emergence of a variety of measures that claim to quan
tify value-creating performance.

external reporting requirements for generally accepted accounting
principles and to bring the reported earnings closer to cash flows. A
positive bottom line signifies superior performance because it
accounts for all costs, including those associated with capital.

WHAT IS SHAREHOLDER VALUE AND WEALTH CREATION?

Economic Value
The use of economic value (EV) as a measure of business unit
and company performance has become increasingly widespread in
recent years. The key difference between EV measures and tradi
tional measures of performance is that EV accounts for the cost of
capital and expresses the value creation performance in easily mea
surable units — dollars.

Value is created when management generates revenues over and
above the economic costs to generate these revenues.
Shareholders expect management to generate value over and
above the costs of resources consumed, including the cost of
using capital.
Wealth creation refers to changes in the wealth of sharehold
ers. For exchange-listed firms, changes in shareholder wealth are
inferred from changes in stock prices, dividends paid and equity
raised. Since stock prices reflect investor expectations about
future cash flows, creating wealth for shareholders requires that
the firm undertake investment decisions that have a positive net
present value (NPV).
The value perspective is based on measuring value directly from
accounting-based information with some adjustments, while the wealth
perspective relies mainly on stock market information.
DETERMINANTS OF SHAREHOLDER-VALUE CREATION

To create value, management must have a deep understanding of the per
formance variables that drive the value of the business. To be useful, how
ever, value drivers need to be organized so that management can identify
which have the greatest impact on value and assign responsibility for their
performance to individuals who can help the organization meet its targets.
Exhibit 1 (see next page) links goals, value-creating drivers and the vari
ous underlying strategies that positively influence these drivers.
The linkage between strategy and value creation can be sum
marized by two simple laws of value creation. The first law is
that management must create value for shareholders. The second
law is that all other stakeholders should also be satisfied in a way
that contributes to shareholder value.

The Equity Spread
The equity spread considers the difference between the ROE
and required return on equity as the source of value creation.
Instead of using capital as the entire base and the cost of capital for
calculating the capital charge, this measure uses equity capital and
the cost of equity to calculate the capital charge.
Implied Value
The implied value measure emphasizes valuing expected per
formance. With this approach, one estimates future cash flows of
the firm over a reasonable horizon, assigns a terminal value at the
end of the horizon, estimates the cost of capital and then estimates
the value of the firm by calculating the present value of these esti
mated cash flows.

Cash Flow Return on Investment (CFROI)
Many investors believe that a company is of little use to them
unless it has the capacity to produce cash. CFROI represents the sus
tainable cash flow a business generates as a percentage of the cash
invested in the business. The changes in the CFROI across years can
then be used as an indicator of firm’s annual performance.

Wealth-Creation Measures
TECHNIQUES FOR MEASURING SHAREHOLDER VALUE

The measures available to management and shareholders to gauge a
firm’s value-creation performance can be separated into three broad
categories: value-creation, wealth-creation, and hybrid
value/wealth-creation measures.

Wealth-creation measures rely entirely on the stock market and
do not require any analysis of the firm’s financial statements for cal
culating value-creation performance. The principle behind their use
is simple: it is assumed that capital markets are, on average, capable
of pricing all securities efficiently. Two wealth-creation measures
considered are total shareholder return and annual economic return.

Value-Creation Measures
Value-creation measures require some rewriting of the financial
statements to undo any adjustments made by the firm to satisfy

Hybrid Value/Wealth-Creation Measures
Hybrid value/wealth-creation measures require information from
continued on page D3
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EXHIBIT 1
EXAMPLES OF SHAREHOLDER-VALUE-CREATION STRATEGIES

To Achieve

Value Drivers

higher revenues and growth
lower costs and income taxes

scale economies, captive access to raw materials, higher efficiencies
in processes (production, distribution, services) and labor utilization,
effective tax planning, etc.

reduction in capital expenditure

efficient asset acquisition and maintenance, spin-offs, higher utilization
rates of fixed assets, efficient working capital management,
divestiture of negative-value-creating assets, etc.

reduced business risk

consistent and superior operating performance compared to competitors,
long-term contracts, project financing, etc.

optimize capital structure

achieving and maintaining a capital structure which minimizes the
overall costs, optimizes tax benefits, etc.

reduced cost of debt

reducing surprises (volatility of earnings), designing niche
instruments, etc.

reduced cost of equity

consistent value creation

An increase in cash flow from
operations

A reduction in capital charge

Strategic Requirements
patent barriers to entry, niche markets, innovative products, etc.

both the financial statements and the stock market. By comparing a
company’s current value with the capital that has been invested in
the company since its formation, the investment community can tell
if a firm is creating wealth or wasting it — even destroying it.
Market Value Added (MVA) requires adjusting all capital (debt and
equity) and reflects capital market expectations about the firm’s
future value-creation performance.
MANAGING FOR SHAREHOLDER VALUE

Value-based management (VBM) is an approach to management
whereby the company’s overall aspirations, analytical techniques, and
management processes are all aligned to help the company maximize its
value by focusing management decision-making on the key drivers of
shareholder value. Effective implementation requires:
•
ensuring senior management commitment and support;
•
creating a VBM transition team; and
•
aligning incentives to enable VBM.
ORGANIZATIONAL AND MANAGEMENT
ACCOUNTING CHALLENGES

creation instead of operating income or reported earnings as their
basic measure of business performance. Managers must learn to
discriminate carefully between good growth and bad growth. Good
growth results when the shareholders’ money — the equity capital
supporting a business unit or the company — is invested in strate
gies that earn consistently positive equity spreads and, thus, positive
economic profit over time. Bad growth occurs when the sharehold
ers’ money is invested in strategies that produce a consistently neg
ative equity spread.
Value-based management is an important tool that links
strategic decisions at the senior level all the way down to the
value drivers used by frontline managers and employees. It is
best measured by metrics that link decisions to overall economic
value and that are correlated to shareholder wealth.
Measuring and Managing Shareholder Value Creation
(Management Accounting Guideline #44) is available individually
from the AICPA (No. 028968CLB9) or as part of The New
Finance: A Handbook of Business Management (No.
028900CLB9).
AICPA Order Department: 800/862-4272

Managers would benefit enormously by adopting shareholder-value

AICPA Competency Modelfor the New Finance Professional
The Professional Development Subcommit
tee of the AICPA Business & Industry
Executive Committee is in the process of
preparing The AICPA Competency Model for
the New Finance Professional (The Model).
This will be a continually evolving career
planning tool to be used by employees and
employers alike in assessing a professional’s
level of competency in four areas:
Personal Attributes—The characteristics

which enable the professional to attract oth
ers to well reasoned and logical points of
view, to effectively communicate and to
relate to others.
Leadership Qualities—The skills that
allow the CPA to assume a position of influ
ence by assembling and leveraging a variety
of resources that address problems and
opportunities throughout the organization.
Broad Business Perspective—The body of

knowledge that encompasses an under
standing of the organization, its industry,
and management accounting practices and
their applicability to the organization.
Functional Expertise—The ‘traditional’
technical skills that CPAs possess and
which form the basis for their unique ability
to understand an organization from a per
spective that others cannot.
These competencies have been identi

continued on page D4
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continuedfrom page D3—Competency Mod
fied as those that position the CPA to
assume the role of a strategic business part
ner and to remain current and a relevant,
forward-thinking member of the workforce
of today and the future. The Model also
identifies the learning objectives appropriate
to each competency level and the means by
which the competencies can be achieved.
The Model encompasses three competency
levels: basic, intermediate and advanced. It
is not expected that a finance professional
will have an advanced competency level in
all areas. Each individual needs to deter
mine which knowledge, skills and abilities
are requisite for their personal and profes
sional success.
The Model is now being reviewed by a
well-known consulting firm, Hewitt
Associates, which specializes in the area of
competency-based learning assessment.
Hewitt Associates is conducting focus groups
and testing the validity of The Model. This
review will be completed in the fall of 1997.
In anticipation of the completion of this
phase of the project, the AICPA is interested
in identifying members in industry who are
willing to test The Model in the workplace.
This will be mutually beneficial in
ensuring the ultimate success of The Model.
If you are interested in such involvement,
please
contact
Lori
Kivetz
at
dkivetz@aicpa.org or 201/938-3526. The
AICPA believes The Model will be a
dynamic tool, integral to the professional
development of the New Finance profes
sional and is thrilled to offer the opportunity
to its members to test it. To preview a draft
of The Model, you can refer to the AICPA
web site, www.aicpa.org. Click on CEFM,
Site Map, and then Competencies. If you
have any questions, feel free to contact
Karvn Waller at:
212/596-6054

Outstanding CPA in Business
and Industry Award
You are invited to participate in the nomina
tion of candidates for the 1998 AICPA
Outstanding CPA in Business and Industry
Award. This award was created to recognize
the achievements of individual CPAs
employed in business and industry and to
promote the CPA designation as the premier
professional credential for financial man
agers. The award will be presented at the
AICPA’s 1998 Spring National Industry
Conference, April 20-22, 1998, in San

Diego, Calif.. For complete information, call
Pamela Green at 212/596-6034. The dead
line for nominations to be considered for the
1998 award is October 10,1997.

Case Studies Wanted
Each year the International Federation of
Accountant’s Financial and Management
Accounting Committee (IFAC FMAC) pub
lishes collections of articles from authors in
different parts of the world on an important
theme from different viewpoints. This year
this organization is seeking case studies on
“Into the 21st Century with Information
Management.” The study should deal with
the organization’s investment in the entire
range of information and knowledge, both
financial and nonfinancial. Accordingly,
material should be gathered not just from
accountants and controllers but also from
information users in other functions. The
study should explore how information man
agement and use could develop over a 1015 year period, focussing beyond what can
be achieved with current technology. For
more information, contact Emanuela
LiMandri at 212/596-6157.The deadline for
submissions is October 15,1997.

Measuring Corporate
Environmental Performance
Receives Award
The 1997 American Accounting Association/AICPA Notable Contribution to
Accounting Literature Award recipient is
Marc J. Epstein, Price Waterhouse Visiting
Professor of Accounting and Control at
INSEAD in France. His study is titled:
Measuring Corporate Environmental Perfor
mance: Best Practices for Costing and
Measuring an Effective Environmental
Strategy (Chicago: Irwin, co-published with
the IMA Foundation for Applied Research,
Inc., Montvale, NJ, 1996, 800/634-3966).
Measuring Corporate Environmental
Performance reports the results of a field
study of more than 100 corporations with in
depth interviews and visits conducted at more
than 30 companies. Strategies presented
show corporate controllers, accountants, con
sultants, environmental staff and operating
managers how to integrate environmental
imports into management decision making,
develop and implement a corporate environ
mental strategy, improve environmental cost
ing and management, and achieve better
scores in corporate environmental strategy.

AICPA
Companies Sought to Host
Educators Onsite
On Apr. 24, 1997, Saturn (a division of
General Motors) opened the doors of its
automotive plant in Spring Hill, Tenn. to a
group of 60 accounting educators. This
unique field visit provided educators with an
opportunity to get an ‘up-close and personal’
look at some of the leading-edge practices
that have made Saturn such a success in the
domestic car making business. The informa
tion gained is quite valuable. It is current and
very real-world — not what you normally
would find in a textbook. However, it is
exactly the type of knowledge needed by
accounting educators to relay to students the future leaders of the profession.
The AICPA is looking to other compa
nies who would be similarly interested in
hosting a group of educators at their facili
ties. Visits are typically scheduled in the
spring in conjunction with regional meet
ings of the American Accounting
Association (AAA). Meetings will be held
in the spring of 1998 in the following cities:
Dallas, Columbus, St. Louis, Parsippany
(NJ), Winston-Salem, Manchester, and
Seattle. For practicality, companies inter
ested in hosting such a visit should be
within one hour’s drive of these locations.
The visits are normally in the afternoon and
include corporate presentations and a site
tour. Interested companies should contact
Liz Koch, Manager of Education Programs,
at ekoch@aicpa.org or 212/596-6219.
ekoch@aicpa.org

212/596-6219

Other Supplements Available
All supplements produced with the
September issue of The CPA Letter are
available via the AICPA Fax Hotline and
Internet after September 16.
201/938-3787; document no. 1550
large firms, 1551 medium firms, 1552
small firms, 1554 finance & accounting,
1555 internal auditors, 1556 education.

www.aicpa.org/pubs/cpaltr/index.htm

